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ABSTRACT. This paper studies the market selection criteria in international real estate in-
vestments. It presents the results of a questionnaire study among internationally investing 
property investors in Europe. The results indicate that the most important factors for market 
selection are safety of property rights and title as well as expected return on property invest-
ments. Also other factors describing institutional set-up and market maturity were found to 
affect the market selection process, whereas the correlation of the property returns was not 
found to have a large impact on market selection.
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1. INTRODUCTION
Investments markets are increasingly glo-
bal – also for real estate. In Europe, the growth 
of cross border investments took of in the be-
ginning of the 21st century, during which the 
cross border investment volumes have grown 
from the 34% of the total investment volume 
in 2000 to 63% in 2007 (Jones Lang LaSalle, 
2007). Even in 2008, when both the invest-
ment market turnover and average deal size 
fell sharply, the international investments still 
accounted for two-thirds of the investment vol-
ume (Jones Lang LaSalle, 2009).
In Europe, the three large property mar-
kets, UK, France and Germany, have tra-
ditionally dominated as target countries for 
international real estate investments. During 
the past years, the internationalization has, 
however, reached also the smaller markets in 
Europe. For example in the fi rst half of 2008, 
only nine out of the 25 European countries 
monitored by CB Richard Ellis reported lower 
levels of international investment than 50% of 
the total transaction volume (CB Richard El-
lis, 2008).
The purpose of this paper is to study, which 
criteria investors use for selecting the inter-
national markets they invest in. The research 
is conducted as a questionnaire survey among 
real estate investors, who have performed in-
ternational property investments in Europe. 
Following this introductory section this paper 
is divided into four more sections. The second 
section reviews the literature on market selec-
tion. The third section discusses the question-
naire used in the survey as well as presents 
the respondent profi les. In the following sec-
tion, the results from the questionnaire are 
discussed. The last section draws the conclu-
sions.
2. LITERATURE REVIEW
Surveys conducted among investors imply 
that the two main rationales for conducting in-
ternational real estate investments are diver-
sifi cation benefi ts and possibilities to achieve 
higher returns for investments (Worzala, 1994; 
Newell and Worzala, 1995; Lima and Alencar, 
2008; Falkenbach, 2009 and McAllister, 1999). 
Modern Portfolio Theory (Markowitz, 1952) 
suggests that investors base their allocation 
decisions on the expected return and risk of 
the investments, as well as diversifi cation ben-
efi ts, measured through the correlation of the 
returns with other assets in the portfolio. In 
international investments, the risk comprises 
of the variance of expected returns and cur-
rency risk.
The large body of literature focusing on the 
diversifi cation benefi ts in indirect real estate 
investments in general confi rms that inter-
national indirect property investments pro-
vide signifi cant diversifi cation benefi ts both 
in real-estate-only and mixed-asset portfolios 
and present optimal allocations for the stud-
ied countries (for a review, see Sirmans and 
Worzala, 2003).
The direct adaptability of the mean-vari-
ance analysis in international market selection 
is not straightforward even in the fi nancial 
markets, where issues such as market famili-
arity, differing regulations and additional costs 
affect the selection of markets. The application 
of Modern Portfolio Theory to property invest-
ments has some general drawbacks due to the 
characteristics of property investments, such 
as large lot size and limited liquidity. In addi-
tion, different institutional set-ups and risks 
related to them, the localised nature of prop-
erty investments, informational ineffi ciencies 
and investment management issues, among 
others, induce additional barriers to interna-
tional property investments (Worzala, 1994; 
Newell and Worzala, 1995; Geurts and Jaffe, 
1996; D’Arcy and Keogh, 1998; and McAllister, 
1999), and thus suggest that a property inves-
tor would apply additional criteria for choosing 
the markets they invest in.
The empirical research for identifying mar-
ket selection criteria for international real es-
tate investments has remained limited. Among 
the few ones is the questionnaire survey by 
Han (1996) conducted on U.S. pension real es-
tate investment advisors. The survey focuses 
on the criteria used for selecting target mar-
kets, i.e. market selection in the case where 
the company utilises a top-down approach on 
market selection. According to the study, most 
respondents (91%) who used a market target-
ing approach based their market selection of 
both quantitative and qualitative methods, and 
only two respondents (9%) based their market 
selection only on quantitative methods. All 
respondents in the survey used economic fac-
tors of the potential market as criteria. Other 
popular criteria were real estate opportuni-
ties (95%) demographic attributes (82%) and 
market size (77%). Quite surprisingly, portfolio 
diversifi cation possibilities were mentioned as 
selection criteria only by less than half of the 
respondents. Other criteria mentioned in the 
survey were regional focus (27%), company 
investment objectives (5%), relative price lev-
els (5%) and operating effi ciencies in different 
markets (5%). In addition of generating target 
market lists, about a half of the investors also 
created lists of markets to avoid.
Ho et al. (2006) divide the factors affect-
ing allocation decisions into macroeconomic 
factors (economic growth prospects) and real 
estate specifi c factors (offi ce liquidity, market 
transparency and market vacancy). They use 
analytic hierarchy process (AHP) based of real 
estate investment expert judgment to identify 
the relative importance of these factors in real 
estate asset allocation decisions. Their analy-
sis suggest that experts fi nd economic growth 
prospects in the area to be the most important 
selection criteria, being equally or moderately 
preferred to liquidity and strongly preferred to 
market transparency and market vacancy. For 
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the real estate specifi c factors, offi ce liquidity 
is strongly preferred to market transparency 
and market vacancy, and market transparen-
cy is equally or moderately preferred to offi ce 
market vacancy.
Chin et al. (2006) study the factors that are 
of importance in attracting local and interna-
tional investments in Asian markets through a 
questionnaire survey on property consultants. 
The respondents were asked to rate seventeen 
factors, most of them describing the institu-
tional set-up of the market, according to their 
importance (1 = unimportant, 5 = critical) in 
attracting investments. Most respondents 
ranked all factors as important, very important 
or critical. The respondents regarded sound 
and fi nancial economic structure, strength and 
stability of the economy, restrictions and regu-
lations on foreign investors, political stability 
and legal regulation as the most important is-
sues affecting the market attractiveness. The 
other factors that were found important were 
taxation, legal framework, liberalization of the 
fi nancial market, currency stability and con-
vertibility, the transparency of the legislative 
system, level of public infrastructure, market 
transparency, level or professionalism, govern-
ment interventions, perceived corruption level 
and the urban form. The factor regarded as 
least important was the only non-institutional 
factor, i.e. cultural differences.
3. METHODOLOGY AND 
RESPONDENT PROFILES
The study was conducted as a question-
naire directed to internationally investing 
property investors who operate in Europe. The 
questionnaire included questions of the back-
ground of the respondent organisation and 
their portfolios as well as questions on inter-
national property investments. For questions 
in market selection, the respondents were 
given a list of 12 factors that could have an 
effect on the market selection. In addition to 
the given factors, the respondents could add 
other factors to the list, too. To increase under-
standing of the importance of the factors, the 
respondents were asked to mark, if the factor 
has to fi ll in certain criteria before investment 
in the country/market can even be considered 
for international investment, i.e. if the factor is 
considered a threshold factor. In addition, the 
respondents were asked to grade the impor-
tance of the factors in market attractiveness. 
If the factor in question had no effect on the 
market selection, the respondents were asked 
to mark that, too.
To obtain a higher rate of response for the 
questionnaire, the internationally investing 
investors were fi rst approached by phone and 
e-mail, and invited to participate in the study. 
The contact information for the investors was 
received from Catella Property, a property 
transactions advisor operating in Europe. Alto-
gether 60 companies were contacted, of whom 
29 participated the study. Only 22 answers 
were, however, complete, and thus only these 
were included in the analysis. Figure 1 illus-
trates the respondent organisations by their 
country of origin. As can be seen, the sample 
is dominated by European, and especially Nor-
dic investors.
Figure 1. Respondents by their country of origin







The aim in choosing the correct persons 
within the respondent organizations was to 
fi nd persons, who prepare and make decisions 
on international allocations. Table 1 illustrates 
the respondents by their position in the re-
spondent organizations. The sample is domi-
nated investment managers (40%) and man-
aging directors (32%). A rather large share of 
the respondents (14%) were responsible of the 
acquisition teams. The group ‘Other’ includes 
two types of positions, managers of research 
activities (2 persons) and A vice president of 
company.
Table 1. Respondents by their position





As background information the investors 
were asked to indicate the approximate value 
of their total investment portfolio and property 
investment portfolio. The total value of invest-
ments managed by the respondent organisa-
tions was approximately 368 billion euros, the 
sizes of portfolio varying from ca. 200 million 
euros to 150 billion euros, the mean average 
portfolio size being 17 billion euros. Of the 
mean average portfolio almost 40% was al-
located to property investments. The average 
fi gures are presented in Table 2.
The respondent profi les showed clear polar-
isation in regards to the relative allocation to 
property investments: as illustrated in Table 
3, 71% of the respondent organisations had a 
property allocation of equal or higher to 90% 
and 19% had an allocation of equal or less 
than 10% of the total portfolio. The remaining 
respondents had allocations of 20% and 70%. 
The polarisation is explained by the different 
profi les of the companies, the organisations 
having the smallest allocations being pension 
funds and the companies having largest alloca-
tions were either real estate investment com-
panies or fund managers.
The respondents were also asked to indi-
cate, how large a share of their property in-
vestments are allocated in foreign investments 
(see Table 4). The companies having allocation 
of 20–40%, all had an allocation equal or below 
25%. 25% of the companies have an interna-
tional allocation of 40-60% and 15% have an 
Table 2. Assets under management 
and mean portfolios
€ billion
Total value of asset under 
management (n = 22) 367,8
min 0,2
max 150
Total value of property investment 
(n = 21) 140,7
min 0,1
max 59
Allocation to property (%) 38
Mean portfolio value 16,7
Mean property portfolio value 6,7
Table 3. Allocation to property investments














international allocation of 60–80%. As many as 
40% of the respondents have an international 
allocation exceeding 80%. The dominance of 
such high allocations to international prop-
erty is surprising, as most of the literature on 
international real estate investments reports 
markedly smaller figures for international 
property investments. Thus, the sample seems 
to be biased towards investors with larger in-
ternational allocations than in general and to 
companies focusing on international property 
investments.
The companies having the lowest alloca-
tions to international real estate were all pen-
sion funds, whereas in the other groups no pat-
tern in regards to type of organization could 
be seen. Possible explanations to the relatively 
lower international allocations of pension funds 
could be national regulations as well as the 
pension fund’s need to secure their domestic 
liabilities and hedge against domestic infl ation.
To have a picture of the how diversifi ed 
the investors’ property portfolios are, the re-
spondents were asked to indicate fi rstly, in 
how many continents and secondly, in how 
many European countries they had property 
investments. As defi ned when selecting the 
respondents, all respondents had property in-
vestments in Europe. Almost half of them had 
also investments in North America and almost 
40% in Asia. As shown in Table 5, the invest-
ments in Australia and Africa as well as South-
America were less common, only 24% and 14% 
of the investors, respectively, had entered the 
continents. An interesting detail was, that in 
all cases the respondents had allocations in a 
less commonly entered market only if they had 
entered the more commonly entered markets 
(in Table 5: continents below the market in 
question. i.e. only those investors who had in-
vestments North-American market had invest-
ments in Asia, and only those investors who 
had investments in Asia, had investments in 
Australia and Africa).
Table 5. Respondents property investments 
of different continents









The range of diversifi cation in the Europe-
an portfolios could be divided to three groups 
(see Table 6). Almost one third of the investors 
had investments in fi ve or less than fi ve coun-
tries, half of them having investments only in 
two neighboring countries. A bit more than 
40% of the investors had investments in six to 
10 countries, and almost a third in more than 
10 countries.
Table 6. Amount of different countries 
in the property portfolio (n = 21)
Number of European countries 





Table 4. Allocation to international property 
investments
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4. RESULTS OF THE QUESTIONNAIRE
4.1. Threshold factors for international 
real estate investments
In the fi rst part of the questionnaire, the 
respondents were asked to mark, which of the 
given factors are threshold factors, i.e. such fac-
tors that have to exceed a certain level before 
the investment in the market can even be con-
sidered by the investor. The threshold factors 
are illustrated in their rank order in Table 7.
The majority of investors considered the 
safety of title and property rights to be thresh-
old factors, which is consistent with the re-
search of Chin et al. (2006). Only two of the 
respondents did not regard them as threshold 
factors. A possible explanation for this is that 
both of these respondents operate in a very 
limited geographical area, where differences 
in these factors are not very high.
The expected return on property invest-
ments and expected economic growth in the 
area both refl ect the return prospects of the 
property investments, even if the expected 
economic growth might also be regarded as a 
factor to evaluate risk, in terms of expected 
volatility of the demand for space. The expect-
ed return on property investments was chosen 
as a threshold factor by 80% of the investors, 
whereas the expected economic growth of the 
area was a threshold factor for ca. two thirds 
of the investors. The respondents, who did not 
regard the expected return on property invest-
ment as a threshold factor did neither regard 
the expected economic growth in the area as 
one. Taxation, which also affects the returns 
on the investments, was regarded as threshold 
factor by more then half of the respondents, as 
could be expected based on the study by Chin 
et al. (2006).
More than two thirds of the respondents 
regarded the liquidity of the property market 
and market size as threshold factors. These 
factors are in practice often discussed in pairs, 
as market size often directly affects the liquid-
ity. Market size can, however also refl ect e.g. 
availability of investment possibilities. In all 
but two cases the respondents who had cho-
sen the one of them as a threshold factor also 
chose the other one, and vise versa.
The information barriers for international 
property investments are illustrated by the 
fact that half of the investors chose the avail-
ability of market information and performance 
benchmarks as a threshold factor. The same 
barrier could also be refl ected in the selection 
Table 7. Factors acting as threshold condition in market selection process
Factor n Threshold factor %
Safety of title /property rights 21 19 90%
Expected return on property investments 20 16 80%
Liquidity of property markets 20 14 70%
Market size 20 14 70%
Taxation 21 14 67%
Availability of professional services in RE sector 18 12 67%
Expected economic growth in the country/area 20 13 65%
Availability of market information and performance benchmarks 18 10 56%
Geographical nearness of markets to other target markets 20 7 35%
Existence of indirect investment possibilities 17 6 35%
Diversifi cation possibilities through low correlation of returns 17 4 24%
Existence of other foreign players in the market 19 4 21%
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of the availability of professional services as a 
threshold factor, but the importance of services 
probably also includes the need for outsourcing 
services in those companies, who do not start 
up local offi ces in the countries they invest in.
Less popular threshold factors were geo-
graphical nearness of other target markets, 
existence of indirect investment possibilities, 
diversifi cation possibilities measured through 
low correlation of property returns and exist-
ence of other foreign players in the markets.
Other factors mentioned as threshold crite-
ria were general transparency of the economy 
(1 respondent) and ethical consideration is 
terms of trade embargos between the countries 
(1 respondent).
4.2. Factors not affecting 
the market selection
The respondents were also given the pos-
sibility to mark those factors, which do not af-
fect the selection of markets. These factors are 
illustrated in Table 8. The percentages in the 
Exhibit are calculated from the total popula-
tion of respondents (n = 22).
One third of the respondents were of the 
opinion that the existence of indirect invest-
ment possibilities and other foreign players 
in the market does not affect the selection of 
markets. The same applies for the geographi-
cal nearness of the other target markets. Quite 
surprisingly, 23% of the respondents did not 
regard availability of market information and 
performance benchmarks to be a factor that 
affects market selection.
An additional interesting factor is the ef-
fect of diversifi cation possibilities through low 
correlation of returns on market selection: A 
large amount of the research on international 
real estate investments focuses on the analy-
sis of diversifi cation benefi ts. These analyses, 
conducted commonly by correlation analysis or 
portfolio optimization, rely on the assumption, 
that returns and their standard deviations as 
well as correlation structures drive the market 
selection. The factor was, however, chosen as 
a threshold factor by only one fourth of the re-
spondents, and almost one fi fth of the respond-
ents indicate that the factor does not affect the 
market selection. This suggests that investors 
do not use as straightforward selection criteria 
as the theory assumes and thus supports the 
results of Han (1996).
Table 8. Factors that do not affect market selection
Factor Does not affect the 
selection of markets
%
Existence of indirect investment possibilities 8 36%
Existence of other foreign players in the market 8 36%
Geographical nearness of markets to other target markets 7 32%
Availability of market information and performance benchmarks 5 23%
Diversifi cation possibilities through low correlation of returns 4 18%
Availability of professional services in RE sector 3 14%
Liquidity of property markets 2 9%
Market size 2 9%
Expected economic growth in the country/area 2 9%
Safety of title /property rights 1 5%
Expected return on property investments 1 5%
Taxation 1 5%
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4.3. Factors affecting the attractiveness 
of an investment market
The respondents were given the same 12 
factors and they were asked to evaluate how 
much each factor affects the attractiveness 
of a market in market selection. The evalua-
tion was done on three-step conceptual scale 
(signifi cantly – somewhat – not much). Table 
9 summarizes the results. The factors are il-
lustrated in rank order, which was created by 
weighting the factors by their importance (sig-
nifi cantly = 3 points, some what = 2 points, not 
much = 1 point).
In general, the factors having the most im-
portance in the market selection are the same 
as those regarded as threshold factors. In the 
top three, respondents were fairly uniform 
in their responses, and they all regarded the 
factors having either a signifi cant or medium 
impact. All respondents regarded the expect-
ed return on property investments to have a 
signifi cant effect on the market selection. The 
second most important factor to affect market 
selection was the expected economic growth of 
the area, which was marked as a signifi cantly 
affecting factor by two thirds of the respond-
ents and as a factor having a medium impact 
by one third of the respondents. Also the safety 
of title was regarded as a signifi cant factor by 
most of the respondents.
The deviation in responses increases with 
the rank order. After the factors that were 
regarded signifi cant by most of the respond-
ents, there is a group of factors (availability 
of professional services in real estate sector, 
taxation, liquidity of property markets, mar-
ket size and availability of market information 
and performance benchmarks), which still are 
regarded signifi cant by many of the respond-
ents, but on the other hand do not have much 
effect on market selection for some investors. 
This would suggest that there would be some 
characteristics in the respondent profi le that 
affect their attitude to the factor. For exam-
ple the importance of the factors ‘availability 
of professional services within the real estate 
Table 9. Factors affecting the attractiveness of market
Factor n Affects the attractiveness of market Points
Signifi cantly Somewhat Not much
Expected return on property investments 18 18 54
Expected economic growth in the country/area 18 12 6 48
Safety of title/property rights 16 15 1 47
Availability of professional services in RE sector 18 12 5 1 47
Taxation 17 11 4 2 43
Liquidity of property markets 17 10 6 1 43
Market size 18 10 4 4 42
Availability of market information and 
performance benchmarks
17 8 8 1 41
Existence of indirect investment possibilities 15 4 5 5 27
Diversifi cation possibilities through low 
correlation of returns
13 4 4 5 25
Geographical nearness of markets to other target 
markets
13 2 7 4 24
Existence of other foreign players in the market 14 1 6 7 22
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sector’ and ‘availability of market information’ 
might depend on the management strategy of 
the investors, as an investor recruiting local 
personnel has different needs than the one op-
erating from e.g. other country.
An interesting group to look on is the fac-
tors with the lowest rankings. These factors 
have in common that not all investors ranked 
them at all and that the investor’s opinions be-
come more differentiated. For the existence of 
indirect investment possibilities, for example, 
each level of effect was selected by one third of 
the respondents. A possible explanation could 
be the difference is different investment strat-
egies: An investor investing internationally 
indirectly would appreciate the availability of 
such instruments. On the other hand investors 
who have made the decision to invest only in 
direct real estate, would not be that interested 
of this option. Other possible explanation could 
be that some investors regard the existence of 
indirect investment possibilities as an indica-
tor of market maturity or liquidity.
Also the effect of diversifi cation possibilities 
through low correlation of returns on market 
attractiveness is interesting. As already dis-
cussed in the earlier section, the low correla-
tions were not popular threshold factors and 
were often selected as factors not affecting the 
market selection at all. The effect on market at-
tractiveness was more diverged, and the opin-
ions were equally divided on the three options.
Geographical nearness of other target mar-
kets was not a popular threshold criterion, but 
is still a factor that clearly has some kind of an 
impact on the market selection. The existence 
of other foreign players in the target markets, 
having a low importance.
5. CONCLUSIONS
This paper presented the results of ques-
tionnaire concerning the market selection for 
international real estate investments among 
investors operating in Europe. To increase the 
understanding of different factors’ importance, 
the respondents were asked to indicate if the 
factors are threshold factors for market selec-
tion, if they have no effect on market selection 
or in case they have an effect, to evaluate the 
size of effect.
Even though diversifi cation benefi ts are a 
major motivation factor for conducting inter-
national real estate investments, the corre-
lation structures between countries does not 
seem to direct the market selection process. 
The results indicate the most important fac-
tors for market selection are the safety of title 
and property rights and the expected return 
of property. Also other institutional and mar-
ket maturity factors were found to affect the 
market selection process. On factors regard-
ing services on property markets and avail-
ability of indirect investment possibilities the 
responses were more diverged, which could be 
an indication of the management strategies of 
the investors affecting the market selection 
criteria, and could provide interesting insights 
for further research.
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